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Abstract 
The purpose of this paper is to propose a merger between Walmart and Wholefoods, 
respectively the biggest general and natural food retailer in the world. The rationale behind it 
relates to the improvements that both companies could provide to the other, complementing 
themselves on a financial, operational and strategic basis. Walmart would increase its product 
range and attract Millennials, while Wholefoods would improve its operations thanks to a 
much bigger bargaining power and a lower tax rate among other factors.  After an extensive 
evaluation process, it is concluded that the combined entity, while carrying various risks, will 
be better off than the two companies on a standalone basis.  
Based on the model, Wholefoods is valued at around $40,27/share, with the specific value 
identified by the DCF valuation at $12,8bn. The acquisition price considers a premium price 
of 24% over the market value for a total cost of $14,56bn. The deal is expected to generate 
value for $312m thanks to revenue, operational and financial synergies. The deal should be 
closed by using a cash/debt mix to benefit from positive debt environment, thereby improving 
the EPS of the entity and ultimately the value for the shareholders. This dissertation holds 
important practical implications and basic frameworks for companies willing to pursue 
similar growth paths. 
 
 
Esta dissertação tem como objectivo propor uma fusão entre a empresa Walmart e a empresa 
Wholefoods, o maior retalhista geral e o maior retalhista de comida orgânica do mundo, 
respectivamente. Tem como racional as possíveis melhorias que ambas as empresas poderiam 
beneficiar, complementando-se mutuamente a um nível financeiro, operacional e estratégico. 
A Walmart aumentaria a sua gama de produtos e atrairia os Millennials, enquanto a 
Wholefoods melhoraria as suas operações graças a um melhor poder de negociação e a uma 
taxa de imposto mais baixa, entre outros factores. Após um extensivo processo de avaliação, 
foi concluído que a possível entidade que resultaria da combinação entre ambas as empresas, 
mesmo tendo em conta os eventuais riscos, seria melhor do que as duas empresas separadas a 
funcionar individualmente.  
Baseado no modelo, a Wholefoods está avaliada em cerca de $40,27/acção, com uma 
avaliação identificada através do modelo DCF de $12,8b. O preço de aquisição tem em 
consideração um preço prémio 24% acima do valor de mercado para um custo total de 
$14,56b. É esperado que o acordo venha a gerar um valor de $312m graças a receitas e 
sinergias financeiras e operacionais. Este acordo deve ser celebrado através de um “cash/debt 
mix” de modo a beneficiar de um ambiente positivo de divida e, assim, melhorando o EPS da 
possível entidade e o valor para os acionistas. Esta dissertação tem em conta importantes 
implicações práticas e estruturas básicas para empresas que desejem seguir caminhos de 
crescimento semelhantes. 
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2. Introduction 
M&A deals are carried to foster growth or gain access to specific resources by 
companies able to decrease its cash, increase its indebtedness or simply dilute 
shareholders’ ownerships. M&A are more often carried at very initial industry stages to 
expand more rapidly or in mature markets where price competition has become 
prevalent and scale economies essentials to sustain profitability.  
The aim of this paper is to examine an acquisition in the food grocery industry. 
Specifically, the acquisition of Wholefoods by Walmart is proposed. These two 
companies have been chosen after an analysis of the industry and of the players have 
been carried. The food retailing industry is currently being involved into major changes 
as digital solutions and a more sensible, urban-focused population are reshaping the 
world’s economy. In this sense, Walmart has been able to become a predominant player 
in the e-commerce but has repeatedly failed to serve a healthy, socially responsible and 
ever-increasing urban population. On the other hand, Wholefoods growth has been 
slowed by the entrance of cheaper competitors and the company has been unable to 
regain the traction experienced in the past decade. A deal between these two retailers 
could provide the managerial, operational and financial capabilities much needed to 
ensure the success in this transitioning phase. 
The paper analyzes the theories and rationale of the M&A deals, highlighting the 
main drivers of success and failure, empirical evidences and related considerations by 
exposing past findings in the literature review (2). This section also highlight the theory 
behind the synergies, their importance, their identification and their evaluation. Next, 
the industry and sub-industries where the two players are mainly operating are analyzed, 
alongside general consideration about the world economy and the impact of new 
consumer’s patterns in relation to integrity, lifestyle and ethics (3). The strategic fit of 
the deal tries to observe the impact that these industry’s characteristics have when 
combined with the companies’ internal capabilities. The framework seems to deliver a 
positive result, thereby making the acquisition more appealing. After this analysis, 
mainly qualitative, the two companies are deeply analyzed in their financials before 
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coming to a range of valuation for both. To understand the deal will evolve, the two 
companies are combined and evaluated as a base on which to add the value of the 
synergies before measuring the impact of these in the final valuation (4). Lastly, a 
general assessment of the attractiveness of the deal sided by an accretion/dilution model 
to assess the impact that such acquisition has for both shareholders. The chapter 
concludes by analyzing the many potential risks the acquisition has and the importance 
of ensuring a clean and fast integration process.  
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3. Literature Review 
Companies all over the world have historically pursued two main growth paths. 
Specifically, a company can decide to rely exclusively on its ability to raise funds and 
generate cash to finance its growth, or opt instead to increase its size and its operational 
efficiency by acquiring other companies and consolidate the businesses. The former has 
the important burden of not releasing the full effect of the investment at the time of the 
acquisition, however, while an acquisition gives full access to the acquired asset after 
the transaction is completed (Margsiri, Mello, and Ruckes 2008).  
With these first considerations, it is easy to see why companies have pursued 
aggressive acquisition-focused growth strategies. Yet, when companies are measured as 
post-deal entities, the value is seldom what forecasted initially. Ferreira et al. (2014) 
showed that this discrepancy between pre-merger and post-merger values are driven by 
a higher price paid to acquire an existing business as well as a high volatility 
experienced during the integration process that a company faces after a successful 
acquisition. Hence, the real benefit of merging or acquiring a separate entity remains far 
from certain, with various papers standing for or against. Grubb and Lamb (2000) see it 
as a loser game, while Bruner (2004) argue that the samples adopted by the numerous 
past studies giving negative conclusions on the matter were mostly biased by 
macroeconomics, deal-specific and industry-specific events and characteristics such as 
boom/recession periods, the concentration of the industry and the size of the deal. If 
corrected, the actual returns for the new entities were positive and statistical significant, 
proving that the companies were indeed better off together. Standing on both shoes, 
(Moeller, Schlingemann, and Stulz 2004) analyzed a large sample from 1980 to 2001 
and found that buyers adjusted returns were proving the popular view of the M&A 
market to be a loser’s game if measured in dollar terms. However, when the same 
sample was analyzed in percentage, they found the average returns to be a positive 
1,1%, and they attributed this difference to the extreme unprofitability of a few large 
deals. Consistent with the finding above, much of the losses were concentrated in 87 
deals out of 12,023; if these deals were cut off, the whole sample would have shown 
strong positive returns in both dollar and percentage terms. Lastly, all the 87 biggest 
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losses were concentrated in the market of 1998 to 2001, a period of out-of-control 
growth that resulted in the collapse of the dotcom bubble.  
Albeit the likelihood of an acquisition process to be unsuccessful is substantial, 
companies are still largely relying in this market to grow, especially in the short term. 
(Eckbo 1983); (King, Covin, and Hegarty 2003).  
 The basic rationale behind the acquisition is that the two companies’ combined 
have access to a wider range of benefits then when alone, resulting in a higher valuation 
and a more efficient deployment of resources (Chatterjee 1986). These benefits can 
impact the entity in a single fashion (such as change in working capital) or in a 
permanent fashion (increasing bargaining power, lower tax rate or product price 
increase). The difference between the value of the merged entity and the sum of the two 
single entities is broadly defined as synergy. Managers have identified in synergies the 
true benefit of an acquisition, and have largely based their rationale upon them when 
presenting the deal to shareholder and stakeholders. However, the true value of those 
benefits is often misunderstood, and even more often overvalued. (Kaplan and 
Weisbach 1992) found that due to overpayment or inefficient blending of the two 
entities, 44 % of the acquisitions studied were divested. Roll (1986) argued that this 
mismatch is largely given by the overconfidence that skilled managers have, making 
them believe they can manage the target company better than past managers. This 
behavior, described as the hubris consequence, gives a misguided value to the synergies, 
which in turn result in a higher price to be paid to acquire the target. Further, Loderer 
and Martin (1990) found that large acquisitions are often overpaid as these deals tend to 
give more private benefit to the managers. Steger and Kummer (2007) argued that a 
significant number of deals result in overpayment simply because the corporations’ 
managers get pressured by analyst and investors seeking higher growth rates. The above 
studies find confirmation in (Raghavendra Rau 1998), an “examination of the long term 
performances of bidding firms in mergers and tender offers” during the period of 1980 
to 1991. They found that glamour firms (companies with higher price to book ratio and 
thus presumably with a better management, higher growth rates and consequently more 
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demand) tend to underperform value firm in the medium term, showing that are 
overvalued and are generally led by overconfident managers1.  
3.2 Synergies Identification 
As previously introduced, we can identify synergies as the value of the additional 
benefits achievable with the acquisition of the target company. Damodaran (2005) 
groups these benefits into operational and financial synergies. Albeit the final outcome 
of both is to generate value, they do so differently: operational synergies impact the 
operation of the business, thus increasing sales, improving margins or giving access to 
new strategies, markets and opportunities, ultimately resulting in higher cash flows; on 
the other hand, financial synergies can both improve the cash flows (for example by 
increasing the tax benefits or benefiting for a higher depreciation write-up) or lowering 
discount rates, the latter resulting in a higher valuation for the new borne entity.  
3.2.1 Operational Synergies 
Operational synergies are identified by Damodaran (2005) in four main types, 
specifically: 
- The advantage of the economies of scale obtainable through a horizontal merger, 
resulting from a better access to client and supplier, increase capacity and cost 
saving in the production process; 
- Greater pricing power due to a higher market share, resulting in higher margins; 
- Combination of functional strength, obtainable in every type of acquisition as 
functional strength are often easily transferrable disregarding the nature of the 
businesses; 
- Higher growth in the markets in which the companies operates. This synergy is 
mostly affected by brand value and an easier and more efficient access to sales 
channels. 
                                                 
1 For a more exhaustive explanation on the matter, read: “Glamour vs. Value: The Real Story, 
Chirinko and Schaller, Yale Economics, Oct. 2003” 
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Despite these synergies to be very hard to evaluate correctly, the best manager 
estimates should be used to do so. Most assumptions should be focused on the increase 
of future cash flows and growth, with emphasis over the form the synergy is expected to 
take (e.g. increased market share or higher margins) and the expected time it will take 
for the synergy to generate value. Cost synergies can produce one-time saving, 
increasing the present value, or show in multiple periods and incrementing cash flows 
over time. Growth synergies instead appears in three types and appear to be harder to 
value: 
- The new-borne entity may produce higher return on investments; 
- The new-borne entity may be able to invest in more project, increasing the 
reinvestment rate and the growth rate; 
- The new-borne entity may find itself in a better competitive position and sustain 
growth levels for a longer period.  
3.2.2 Financial Synergies 
Financial synergies can appear under the form of a cash slack, increase debt 
capacity and/or tax benefit. With the cash slack, the company can have access to more 
profitable project that could not be pursued otherwise due to a larger pool of cash to 
draw from. This is why often companies with good cash flows and low R&D acquire 
companies running with lower or negative cash flows but have high investment in R&D 
(Bena and Li 2014, Myers and Majluf 1984). The value of the cash slack, in its simplest 
form, is given by the value of the project that could have been undertaken with the 
excess cash minus the values of the projects that have been developed instead. Increase 
in debt capacity allows the company to have access to more debt and possibly at better 
terms. The Tax Benefits are driven by an increase in the borrowing rate, the write up of 
the acquired company tax-loss carryforwards (if any) or the increase of depreciation 
charges. Increasing depreciation in fact allows the company to save taxes by reducing 
the EBIT, and thus the taxable income. The first driver’s value is the present value of 
the tax savings. For the second driver, the value is the present value of tax loss 
carryforwards. Finally, the third driver is valued by estimating and discounting the tax 
savings derived by the higher depreciation. 
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3.3 Deal Valuation 
Several methods are usually adopted to evaluate the value of the companies and the 
merged entity. Important to consider is that these methods are not mutually exclusive, 
but should instead be used together to have a better picture of what the potential range is 
most likely to be. When a definite number is expected, usually the DCF approaches are 
used. However, relative valuation methods – the so-called multiples – are very helpful 
in assessing the range of values upon which to base the final estimate. Both methods 
present advantages and disadvantages that are going to be briefly addresses hereafter, 
and a joint consideration of the results should always be sought to reduce the magnitude 
of a misevaluation of the company’s asset and debt.  
3.3.1 DCF Methods 
DCF methods all considers the cash flow that a company is expected to produce in 
the future, subsequently discounting them by an appropriate discount rate based upon 
the time value of money (Wee and Law 2001), the opportunity cost and the risks 
involved in obtaining the flows. Generally, the forecasts can be accurate up to 5 years in 
the future, whereas for the subsequent years the perpetuity formula is used to synthetize 
the value2. What makes the valuations differ widely is the denominator, or the discount 
rate used to bring the value to the present. This variable is extremely sensible to 
assumptions and forecasts and can be easily manipulated by analysts and managers, 
being also the main object of conflict between the various approaches.  
The first DCF method relies in the WACC, or the weighted average cost of capital, 
to deliver the value of the company. In this approach, the discount is a weighted-
average of the returns expected by different asset classes (mainly equity, debt and 
preferred stocks)3. The rate is corrected to reflect the different costs of owning the assets 
as well as the cost of corporate leverage on the final valuation (Holthausen and 
                                                 
2 Broadly speaking, a perpetuity is an endless and constant stream of cash flows. As it gets extremely 
hard to predict cash flows after the fifth year, analysts generally adopt a definite cost of capital and 
growth rate and discount the last year FCFF by the difference.  
3 The formula to calculate the WACC (without considering preferred stocks) is the following: 
, where  is the value of debt, the enterprise value and  the value 
of equity.  
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Zmijewski 2012a). Further, we can estimate the cost of debt by looking at the current 
and projected interest rate of the firm, while we can infer the cost of equity by applying 
the CAPM model (Sharpe 1964). 
The WACC approach allows to calculate the value of the company by using only 
one discount factor, feature that contributed to its popularity in the past years. However, 
different assumptions lead to different results. For example, Holthausen and Zmijewski 
(2012a) argued that it can be dangerous to assign a beta of zero to all non-common 
equity securities, as these too have intrinsic risks. Assuming the same capital structure, 
this assumption implies a higher cost of equity and a subsequent higher WACC. The 
result is an incorrect cost of capital estimate, ultimately biasing the valuation 
downward.  
The second method is called APV, or Adjusted Present Value method. Many studies 
have confronted the WACC and the APV methods to establish which is the best to use, 
with different opinions and results. (Luehrman 1997) stated that while the WACC was 
widely used in the past due to its relative simplicity, modern calculators can easily 
address the difficulties of the APV. This method aim to evaluate each component of 
value separately, considering the value of the company as if it was unlevered before 
adding the present values of all the financing side effects, such as the tax benefits, the 
cost of financial distress and other costs. However, finding the appropriate cost of 
equity to apply is a harsh challenge, as very few companies have a full-equity structure 
nowadays.  
A third DCF valuation method based on dividends exists. But as pointed out by 
Brav et al., 2005 and many other observer of corporate strategy and control, the 
dividends are far from being a reliable source of data. Managers and shareholder can 
easily change the dividend policy to manipulate the financials in the short term (for 
example, to reach quarterly goals), thus making estimations upon them unreliable.  
3.3.2 Multiples Valuation 
Valuation multiples are a very common form of valuation. Using these methods is 
very practical and immediate, and since it is market-based it gives a good grasp of the 
current M&A environment. Value here is seen to be having positive correlation with 
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earnings and negative with risk. With multiples, the enterprise value or equity value is a 
multiple of accounting values such as EBITDA, EBIT, earnings or sales, but the 
simplicity of multiples does not translate in inefficient valuations. Kaplan and Ruback 
(1995) found that while DCF are a great way to value a business, simple EBITDA 
multiples have a similar accuracy.  
In the past, historical earnings have widely been used as proxy for valuation since 
top line revenues do not have high relevance unless they’re matched with the expenses. 
In other words, gross sales alone are not able to tell us much about the status of the 
business. However, the use of historical data found critics among the academics. While 
Boatsman and Baskin (1981) found that when companies with similar historical 
earnings are analyzed valuation errors decrease significantly, Liu, Nissim, and Thomas 
(2002) instead argued that result dispersion increase widely when historical drivers are 
used, while forward earnings are doing the job in a better manner.  
Despite the multiples being a well renowned and reliable method, pitfalls when 
using them are common and can lead to misleading values. An efficient calculation 
requires two fundamental steps:  
- The identification of similarly-priced comparable companies; 
- Adjust the financial numbers used to measure the market multiples.  
The identification process is often biased by many aspects, most of all the size of the 
companies. Banz (1981) and Fama and French (1992) studied a large pool of companies 
and both concluded that size seems to be correlated with returns even when the returns 
are controlled using the CAPM. Hence, the CAPM might not be sufficient to control for 
risk in a complete way.  
In relation to the second point particularly, Holthausen and Zmijewski (2012b) 
warns about financials editing, dividing them in two categories. These numbers can in 
fact be responsible to changes in only one of the two terms of the fraction, or both. 
Particularly in the second case, assumptions such as Growth Rate, COGS and Tax Rate 
must be carefully considered as the impact over the final valuation is great. On the base 
of these findings, the researchers suggest using the enterprise value to unlevered 
earnings multiple as a more reliable measure in multiple valuation.  
                                                                            
                                                                                
 
 19 
3.4 How to Fund a Deal 
An acquisition is generally seen as an exchange of money for the corresponding value 
of the acquired company. Nonetheless, M&A transactions can also be completed with 
stocks. In the latter form, the acquiring company issue new shares to raise capital and 
exchange them for the acquirer’s company ones upon a definite exchange ratio. Despite 
the final value being the same, the implications involved in both types of transactions 
differs greatly. With cash transactions, in fact, the acquirer buys 100 % (or the sought 
stake) of the target company in exchange of cash, which is delivered to the target’ 
shareholders. In other words, the position of this shareholder is fully liquidated. But in 
the second case (stock transaction) the situation is different: the target shareholder 
position is not liquidated but rather converted in a position in the new company. 
Further, several considerations over taxation must be considered. Using cash allows the 
company to revalue the asset, thus increasing depreciation and reducing taxable income. 
It also increases interest payments resulting in the same tax benefit just mentioned. 
Stocks transaction instead allows the target shareholder to receive new stocks tax free, 
as their position hasn’t been liquidated but rather converted in a new one (Rappaport 
and Sirower 1999). Generally, stocks acquisitions are pursued when the acquirer’s 
stocks are overvalued, while the opposite is true with cash transactions. The most 
fundamental implication concern the transfer of risk. In the first case the acquiring 
company shoulder all the risk that the synergies won’t materialize, while in the second 
case this risk is shared with the target shareholder on a pro rata basis (Rappaport and 
Sirower 1999). 
Despite what may seem logic, this risk dispersion is not always associated with 
enhanced returns. Multiple academic findings showed that stock transactions generally 
perform poorly compared to cash transaction (Myers and Majluf 1984). Further, Eckbo, 
Giammarino, and Henkel (1990) suggest that a combination of stock and cash is the best 
solution, finding the highest return for acquiring company’s stockholders compared to 
all stock or all cash transactions.  
Lastly, the duration of the negotiation process also has a significant influence over 
the post-acquisition performances of the merged entity. Walsh (1989) found that the 
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longer the positional bargain, the higher is the management turnover and the higher the 
likelihood to end up with a bad post-implementation due to strained relationships.  
4. Industry and Companies 
4.2 US Grocery Market Overview 
Overall, the industry has seen a protracted period of flat growth before starting to 
change dramatically. As of 2016, analyst agrees that as demographic, economic and 
regulatory issues are reshaping the industry’s landscape, companies must quickly adapt 
to remain. Many of them have find a solution by acquiring smaller players, a strategy 
often used in mature markets where fierce price competition force many players to 
merge and benefit from scale economies. Others, such as Wal-Mart, have maintained 
their predominant position by leveraging their bargaining power as well as fostering 
customers’ retention initiatives.  
Products are mainly sold via supermarkets, which accounted for 95 % of the total 
grocery sales as of 2013 (MarketRealist 2015a). Despite the e-commerce boom, in fact, 
physical shops should still account for as much as 85% of total US retail sales by 2025 
(McKinsey).  
Lastly, the Obama administration’s social policies left the consumers with less 
disposable income, thereby impacting the demand. Indeed, the retail industry has 
slowed its CAGR to 4 % from as high as 7 % prior to the recession. 
4.3 Growth Drivers 
Food sales have become increasingly important for retailers, as food drives the 
purchase of other goods sold in the same store.  
Consolidation and a focus on organic and natural products are the major trends 
dominating the industry. Organic food sales in the US hit $40 billion in 2015, 
accounting for slightly more than 5 % of the overall demand. However, the weight of 
the segment in the industry is expected to increase dramatically in the next years (OTA). 
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McKinsey (2015) identified 5 imperatives to drive growth in the medium term, 
ranging from revenues to company’s assets. 
 
 Expand revenues. As the sales of traditional products and service is lagging 
momentum, companies must find new ways to increase their revenues by 
leveraging their assets and capabilities.  
 Cut Costs. Direct costs should be cut through negotiation as well as developing 
new techniques to eliminate anything that increase cost rather than value for the 
customers. Indirect costs should be addressed by applying lean techniques and 
improve offshoring of services such as HR, finance or IT.  
 Physical Assets. The real estate portfolio of traditional retailer is becoming 
obsolete: large hypermarkets in the suburban areas of major cities aren’t the 
choice of new consumers which prefer convenience to variety. Retailer should 
reconfigure their real estate assets focusing on reducing the size while increasing 
urban locations. 
 Data analytics to play the big role in decision making. Companies should use 
big data to further improve its knowledge of the customers as the new generation 
expect a high degree of personalization. An example is to offer promotions on a 
one-to-one basis and customized by preferences, location and shopping 
occasion. 
 Rethink Product Offering. Products should follow the big trends of the industry 
and provide more detailed information as customers are more concerned about 
being informed than ever before.  
4.3.1 Industry Trends 
Predict with accuracy the development of a wide and diverse industry such as food 
retailing is a harsh challenge that leaves many questions unanswered. However, many 
agrees that among the most important factor we will most likely find continued 
consolidation, an aging population, migratory movements toward urban centers, the 
impact of the mobile word and the importance of Millennials (McKinsey 2015). A 
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recent industry insight observed that the industry’s major changes will affect three main 
areas: Retail, Food and Consumers (Duff&Phelps 2016). 
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4.3.1.1 Retail Trends 
 Channel Shifting. The average size of supermarket is expected to shrink even 
further, posing a threat to companies such as WMT, CSC and TGT while 
helping others such as Trader’s Joe, Aldi and Packaged Facts.  
 Natural/Organic Competition. Increasing competition is plummeting the share 
prices of the biggest players which are currently underperforming the S&P 500. 
As the organic market is expected to increase at a CAGR of 13% from 2015 to 
2020, more competitors are joining the race or offering new concepts. Apollo 
bought Fresh Market in March 2016, while Wholefoods is fighting back 
Trader’s Joe aggressive pricing policy with a new, lower-priced concept: 365 by 
Whole Foods Market. The aim is to attract lower-income Millennials which are 
expected to drive sales in future years.  
 Delivery. The entrance of online marketplaces in the online grocery formats is 
putting pressure in the whole industry. Aided by their efficient delivery and 
logistic systems, companies such as Amazon are forcing retailers to allocate 
resources to boost the online sales and improve the delivery process by either 
developing their own fleets or partnering with specialized companies such as 
Instacart.  
 Technology. As more and more people have less disposable time to spend for 
their groceries, they look for convenience in the shopping process. This can be 
achieved by lowering the waiting time at the checkout, expand in the delivery 
business or offering new collect-and-delivery services. 
 Large Operator Advantage. Companies such as Wal-Mart and The Kroger are 
expected to be more capable to weather rapid changes in the industry due to 
their ability to leverage infrastructures, optimize capabilities or offer competitive 
prices thanks to a bigger bargaining power. Further, their bigger size allows 
these companies to develop projects that are too expensive for others. An 
example of this is The Kroger, which has thoroughly developed its private 
brands to cut costs and improving profitability by bringing production in-house.  
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4.3.1.2 Food and Consumers’ Trends 
According to a recent survey4, US consumers are unsatisfied with their current 
healthy levels. The biggest concerns are about chemicals in the products (36% of 
interviewed) processing foods (28% of interviewed) and too many ingredients (25%). 
Labels with health attributes have seen their sales increasing by as much as 13% in 
2015. These behaviors have translated in three main aspects. First, fresh foods and 
vegetable demand has increased widely, as consumers perceived such products as 
healthier. Second, the prepared food market is also growing since consumers are 
looking for convenience in their food. Healthy snack, seen as meal replacement by 
Millennials, will drive sales in their segment in the future. Third, “local” food is 
perceived as healthier and with a better taste, and more consumers are seeking local 
buyers rather than grocery chains.  
 
Exhibit 1. US consumers' biggest food concerns. 
 
Source: Supermarkets guru Grocers Association, 2016 
 
 Millennials. roughly a quarter of the population will soon be part of this 
generation. These consumers are much different from the Baby Boomers, 
focusing more on healthy living and restaurants. The recent economic downturn 
                                                 
4 2015 Supermarkets Guru Grocers Association 
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has thus produced the effect of boosting organic and prepared foods as 
Millennials are looking for the same benefits that restaurants can provide. In this 
optic, the best-placed chain is Wholefoods, which offers a wide range of fresh, 
prepared food in nearly every store.  
 Baby Boomers. despite the big differences with the Millennials, these too will 
increasingly look for healthy choices as they age. However, for them retirement 
gives more free time to cook and shop and thus they prefer to buy the ingredient 
one by one, indicating that grocery retailers must keep a balance of prepared and 
non-prepared food in their stores.  
 Demographic shift. Hispanics are growing at a much faster rate than other races 
in the US. It’s share of the total population is expected to increase to 24,1% in 
2040, up from just 17,5% as of 2015. Studies found that Hispanics cook at home 
more frequently than other races and are keen on spending more time at the 
grocery market (McKinsey 2013). Lastly, smaller household will drive changes 
in product packaging and product positioning among the others.  
 
4.4 Competitive Landscape 
Competition in the retail food market has increased dramatically in the recent years 
as the industry looks for consolidation in its mature phase. Top players, which 
accounted for 17% of the total industry sales in 1992, increased their market share 
enormously by 2013, achieving 36% of the pie. In the past two decade retailers such as 
Sears and Kmart have left space to newcomers such as The Kroger (second biggest 
retailer after Wal-Mart), Target, Costco and Home Depot. If this wasn’t enough, the 
emerging importance of digitalization is reshaping the landscape, forcing the companies 
to focus on online retailing and convenience (McKinsey 2013).  
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Exhibit 2. Top-10 biggest retailer, 1990 to 2012 comparison. 
 
Analyzing each competitor would be a tough challenge to cover. Hence, only one of 
the competitors will be studied hereafter. Despite the very different nature of many 
retail giants – Wal-Mart being a traditional retailer, Costco a wholesaler, Amazon 
having no physical presence and Wholefoods being organic – The Kroger has been 
identified as the most interesting competitor in terms of growth strategy and size and is 
posing a real threat to Wal-Mart and Wholefoods future profits. 
4.4.1 The Kroger, Inc. 
The Kroger is currently the biggest competitor of Wal-Mart and is deeply eroding 
Wholefoods market share in the organic segment, growing at a 5-year CAGR of 7,2% 
(sales) and 14,2% (EBITDA) in the period of 2010-2015. The stock price of The Kroger 
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has turned downwards in the past year, however the company mitigated the share price 
drop better than most competitors (MarketRealist 2015a).  
 
Exhibit 3. Stores comparison, major general retailers and major organic retailers. 
 
Source: Market Realist, 2016 
 
The wide range of product sold at The Kroger, ranging from groceries to health 
services and even fuel, have helped the company to attract and maintain its customers 
base. It operates supermarkets, convenience stores and jewelry stores under the banners 
of Kiwi shop, Loaf ‘N Jug, Quick Stop, Tom Thumb and Turkey Hill Minit Markets.  
Sales per square foot, a leading indicator of a retailer’s profitability, have fared 
better than Wal-Mart but worse than Wholefoods, showing a high profitability 
considering its wide diversification and its nature of traditional retailer.  
The Kroger operates a store combination of different sizes and purpose, with an 
average square footage of 76 thousand. Thus, the lower average size makes it more 
flexible and more able to face industry changing patterns than Wal-Mart.  Further, an 
aggressive inorganic expansion has helped the company to become the second biggest 
retailer in the US. The Kroger bought a dozen of smaller players in the past decade 
shifting from e-commerce to digital coupons/promotions and even pharma retailers. On 
the other hand, the company has successfully developed its own healthy product lines 
which have become billion-dollar brands in just two years of its launch as the company 
seeks to lower costs and remain competitive in the organic segment by focusing on its 
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own manufacturing facilities (these brands accounted for 25 % of sales in 2015) 
(MarketRealist 2015a). Hence, The Kroger is a good benchmark to be used for 
competitor’s evaluation: its great size, its aggressive cost cutting policy, its focus in the 
new drivers of growth and its inorganic growth strategies have all proved to be 
effective. On the other hand, this aggressive fight to increase its market share forced 
The Kroger to increase its Capex to sales ratio by 16,7% CAGR in the period 2010-
2015 and is currently operating with a robust debt-to-equity ratio of 2x, compared to 
just 0,2% CAGR and 0,5x of Wal-Mart, respectively. Lastly, its gross profit margin is 
the lowest in its peer group at 21 %, compared to 35 % of Wholefoods and 25 % of 
Wal-Mart.  
4.4.2 M&A Activity 
The mature food retailing industry leaves little space to further growth. 
Consequently, a significant wave of consolidation has shaped the competition in the 
past five years. Consumers are diverging from the traditional shopping solutions and are 
now looking for convenient, healthy, high end food concepts and stores. 2014 and 2015 
have been the most prolific years, counting for almost 80 % of food retailing transaction 
in terms of value (S&P Capital IQ). The Kroger has been by far the most active buyer, 
acquiring Harris Teeter to foster online convenience, Turkey Hill Mini Markets to enter 
the convenience store segment and Roundy’s to expand its mid-west presence. The 
incredible demand experienced in the past two years also increased EBITDA multiples, 
posing questions over the sustainability of an inorganic expansion. 
Despite the Natural and Organic main players are struggling to keep pace with the 
industry growth rate, their valuations are still high compared to traditional supermarkets 
averaging between 9,8x and 7,5x EBITDA, whereas the latter do not go above 7,1x 
EBITDA as of 2015 (Duff&Phelps 2016). Acquisitions mainly have a strategic rationale 
behind, such as improving operations or increasing market penetration in prime areas. 
However, the recent wave of takeovers and the share price meltdown of the organic 
retailers have interested PE funds as well, with Apollo Management, Bain Capital and 
Irving Place Capital recently performing acquisitions of mid cap players (Bloomberg, 
Duff&Phelps).  
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Exhibit 4. Multiples in the retailing industry. 
 
Source: Yahoo Finance. Value as of March 25, 2017. 
4.5 Acquirer and Target 
4.5.1 Wal-Mart 
Wal-Mart is the world biggest retailer in terms of sales (almost $500 billion as of 
2017). Based in Arkansas, the company have deeply ramified across the US before 
expanding to international markets such as Mexico, Canada, China and the UK among 
others. Its biggest strengths are the geographical reach alongside an unmatched 
bargaining power, which have in turn shaped the motto of the company: “everyday low 
prices”. However, the aggressive cost-cutting policies that helped the company climb 
the ladder have backfired lately as an increasing number of customers are looking for 
quality and ethics in the products. Various groups of consumers, suppliers and workers 
have unionized against the company, which now employs almost two and a half million 
people. To mitigate the impact of these issues the company must shift its business 
strategy and focus on convenience, health and urban presence without penalizing its 
low-cost policy. Wal-Mart has in fact successfully launched its online website offering 
products from meat to smartphones and jewelry, becoming in 2016 the second biggest 
online marketplace behind Amazon (eMarketer). Further, the company is pushing 
heavily on the click-and-collect method, where customers can buy online and collect at 
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a given hour of their choice. On the other hand, the various initiatives to exploit the 
growing organic segment have failed so far.  
 
Exhibit 5. Walmart’ Sales Breakdown by Category, 2016. 
 
Source: Walmart 10-K report, 2016 
 
The most recent financials highlight a healthy business with strong fundamentals: 
Wal-Mart cash reserve are close to $8,7B, Debt/Equity is just above 0,5x, the company 
is generating strong operating cash flows in excess of $27B and the stock price is 
currently trailing above the 200-day moving average.  
Organic Segment Penetration 
Despite an impressive effort to shift from being a traditional retailer to an innovative 
player, Wal-Mart has struggled to impress. Specifically, the company is dropping many 
products of its private organic brand and announced it would close all the Wal-Mart 
Express locations in 2016 after just two years of planning and operations. The lack of a 
convenient, organic-oriented option for its customers is posing risks over the future 
growth of the company as Costco and The Kroger both proved the importance to keep 
pace with industry changes. As such, the strong financials and the much-needed 
strategic expansion in the organic segment are all making Wal-Mart a good potential 
buyer.  
 
                                                                                
31 
 
4.5.2 Wholefoods 
Wholefoods is a supermarket chain that focuses almost totally in organic food and 
excludes all the groceries which include artificial enhancers such as colorants, 
preservatives and hydrogenated fats. Unlike Wal-Mart, its presence is focused in urban 
areas. In this sense, the company seems to be much better off in terms of supplying new 
customer’s needs. The average store size is in fact only 38 thousand square feet, 
compared to more than 100 thousand for the latter(MarketRealist 2015b).  
Wholefoods growth strategy focuses primarily on organic growth and its private 
labels, which has sold more than $2B in fiscal 2015, or roughly 13 % of the company’s 
sales. On the other hand, the high prices of its product are not well received recently as 
more and more competition enters the market. What was once perceived as warranty of 
quality is now seen as an avoidable cost as many other players are now selling similar 
products at much lower prices. Therefore, sales have been staggering in the past couple 
years forcing the company to cut costs by more than $300M and layoff more than 1500 
workers. The company in 2016 launched “365 by Whole Foods Market”, a budget 
version with very similar products and concept to fight back competition.  
Wholefoods was the rising star among the grocery retailers just a couple years ago. 
However, competition from bigger players hurt the company substantially: sales per 
retail sq. feet, a measure widely used in the industry to assess profitability, have been 
declining since the beginning of 2014, and the company lost the first spot as biggest 
organic retailer in favor of Costco. However, Wholefoods remain an important national 
player in the organic segment and the biggest organic-only company, with excellent 
reputation, one of the highest-perceived product quality among its peers and prime 
locations in every major US city.  
The most recent financials highlight a different situation than Wal-Mart. With a 
capitalization of just over $9B, the company would be an easy target for retail giants. 
Further, the current stock price is only slightly above the 52-week low and below the 
200-day moving average, suggesting a potential bargain. It’s debt/equity ratio, on the 
other hand, is even stronger than Wal-Mart at 0,31x and its cash flow from operation 
appears to be stable.  
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5. Valuation 
In this chapter of the thesis the two firms are evaluated. The purpose is to propose a 
range of values from which to base our final calculations and synergies identifications. 
Despite the many doubts exploited during the literature review above the WACC 
method, once again this has been chosen as the most accurate to use in the DCF 
valuation. In addition, an EBITDA valuation has also been considered as this non-
GAAP measure is seldom left aside in the M&A field. It should be kept in mind, 
especially for the DCF valuation, that small variations in the discount rate will produce 
much bigger variation of the enterprise value. These variations and their impact will be 
in the sensitivity analysis.  
5.2 Valuation Snapshots 
Before examining both companies in detail, a quick yet intuitive look at the industry 
competitive landscape is given. This analysis considers the multiples of Walmart and 
Wholefoods and compare them to their closest peers. In the first case, the EBITDA 
margin and sales ratio are chosen to understand how the company’s ability to sell relate 
with their ability to generate sustainable profits. Using a two variables approach should 
also give a better benchmark than simply comparing the company to the industry 
average.  
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Exhibit 6. EBITDA margin to EV/Sales multiple comparison. 
 
Source: Google Finance, Yahoo Finance. Value as of 25 March 2017. 
 
In relation to Wal-Mart, the regression line might have been substantially biased by 
the presence of Amazon, which trails at almost 3x Sales despite an average EBITDA 
margin. Wholefoods instead has one of the highest margins, but the recent decline in 
sales has shifted its valuation downward.  
The second graph metrics include the 5yr growth rate and the EBITDA multiple. 
This metric does not reflect the ability of the companies to generate cash and therefore it 
may seem misleading, but since retailers operates with very optimized margins, 
increasing the revenues is often the main driver of growth in the industry. Hence, this 
graph plots the ability to generate profits with an ability to sustain growth.  
Exhibit XX: 
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Exhibit 7. Growth to EV/EBITDA multiple. 
 
Source: Google Finance, Yahoo Finance. Value as of 25 March 2017. 
 
From the charts above we can see that neither of them are currently overpriced. On 
the other hand, the declining phase of Wholefoods is reflected here as well. Despite the 
organic retailer having the highest 5-years growth in its peer group, investors seem not 
to believe that the company will be able to restore its past growth pace. These 
conclusions are reinforced by the DCF valuation outlined below.  
5.3 Valuation of Walmart 
5.3.1 FCFF Identification 
The first step to evaluate a company using basically any analytical approach is to 
project the cash flow into the future, usually the next five years. This gives an idea of 
how much cash the company will be able to generate in the future, and how much we 
should be willing to pay to obtain them. According to the management growth forecasts 
included in the latest 10-K, new stores openings has been projected to grow between 
1,4% and 3,1% until 2021. However, in the same document it is also hinted that the 
company intend to shift towards smaller store format, therefore reducing the overall 
sales growth rate. Hence, the revenue growth will range between 0,9% and 1,0% in the 
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next five years. COGS and SG&A in the retailing industry are playing the biggest role 
in driving profitability: they often make up more than 95% of revenues, leaving little 
cash to be used for interests, taxes and other purposes. Wal-Mart have seen its figure 
slowly increasing over the years, reaching the value of 94,6% by year-end 2016. 
Continuing the trend, we forecasted these margins to increase even more, reaching a 
value of 95,7% on 2021.Walmart has paid on average 31,8% of EBT in taxes in the past 
ten years. Hence, this figure will be considered for the next five. 
 
Exhibit 8. Walmart’s sales forecasts based on new store opening. 
 
 
Depreciation and CAPEX were modelled in relation to gross PP&E and sales, 
respectively. As the company is slowly shifting its investment strategies from big 
supercenters in the suburban areas to smaller store formats, CAPEX will move 
accordingly. Lastly, the terminal value growth rate after year 5 has been chosen to best 
reflect the ability of the company to capture industry growth in the future. Being the 
undisputed market leader and by far the biggest company in the world by revenues, 
Wal-Mart is not expected to grow at a rapid pace. Assuming a constant growth rate of 
1,0% seemed to be a fair assumption.  
Assumptions Wal-Mart 
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Exhibit 9. Walmart's assumption forecasts. 
 
 
5.3.2 WACC Calculation 
 
As previously stated, the WACC has been used to discount future cash flows into 
the present. The formula has been highlighted in the literature review. Unfortunately, 
being Walmart (apparently) one of the less-volatile companies on earth, a WACC 
extrapolated by the formula would give a value that cannot be used in a DCF model as it 
would result in an enormous valuation. Hence, for Walmart it has been preferred to use 
the WACC based on comparable companies. A value of 5,34% has consequently be 
assumed.  
If on one side the “beta comparable” gives more reasonable outcomes, on the other 
hand Wal-Mart has been consistently safer than any of its peers in the past 30 years. The 
reader might want to account for this further assumption and increase the valuation of 
the company accordingly.  
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Exhibit 10. WACC analysis Wal-MArt. 
 
 
5.3.3 Wal-Mart Enterprise Value 
 
In relation to the financial analysis and discount rate calculation outlined above, the 
enterprise value of the company is $323.165 Billions. This result seems to be slightly 
upward biased, resulting in a premium of 18% in a share value basis. To compute the 
equity value, the FCFFs and the perpetuity value have been brought back to the present 
to obtain the enterprise value. After, the equity value was derived by subtracting a net 
debt of roughly 40B, for a final value of € 282.236 Billions.  
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Exhibit 11. DCF valuation snapshot 
 
 
5.3.4 EBITDA Multiple Valuation 
To provide a comparable valuation for both companies, the EBITDA method has 
been exploited too. This method discount to the present value the cash flow of the next 
five years and finally add the present value of a multiple valuation based on year 5 
EBITDA (2021). This EBITDA multiple considers the industry, the competitors and the 
company itself. To show the calculations, an EBITDA multiple of 7,00x has been 
chosen. However, due to the different sizes between the company and its peers it is 
recommended to have a look at multiples between 5,5x and 10,5x. The EBITDA for 
each year has been calculated by adding interests, taxes and depreciation back to net 
income, while the FCFF was calculated by using the same method of the DCF 
approach. This second method can help us to validate the previous DCF valuation and 
reinforce the assumption that the company seems to be currently undervalued. A more 
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extensive analysis of the possible range of values can be seen in the sensitivity analysis 
at the end of the chapter.  
 
Exhibit 12. Walmart's EBITDA valuation. 
 
 
5.3.5 Wal-Mart Peers’ Multiples and Valuation Ranges 
 
To conclude the valuation for Wal-Mart, an overview of the peer’s multiples has 
been considered and subsequently applied to the company. The values have been 
recorded from leading financial providers such as yahoo and google finance, 
Morningstar among others. This analysis compute the company’s value based on 
multiples of similar listed companies selected in relation to their revenue sources, size, 
growth, industry and geographical location. The median for revenue, EBITDA and 
EBIT multiple are 0,84, 11,39 and 13,46 respectively. This metric has been preferred to 
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the mean because – at least theoretically - it explains the middle point better than the 
mean when the sample size is low.  
Exhibit 13. Walmart's comparable companies. 
 
Source: Yahoo, personal calculations. Value as of March 28, 2017 
 
Further, recent transactions can be a useful source of information, too. Transactions 
multiples tend to be different from TTM multiples because the premium price to pay to 
acquire a company is reflected in there. Therefore, we should theoretically expect 
higher multiples. Despite this assumption, the following table shows that the median is 
actually lower. One reason can be found in the size of the deals: none of them is bigger 
than $15bn, and usually small acquisitions have lower multiples than big ones.  
 
Exhibit 14. Recent transactions multiples. 
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By combining the results obtained with these methods, it is possible to have a visual 
representation of the middle range of values the company is suggested to have. In the 
specific, the graph tells us that when public comparable and discounted valuation 
approaches are used the share price of Wal-Mart is around $100/share. When the 
precedent transactions are considered instead, the value halves to $50/share.  
 
Exhibit 15. Range of implied share price (25th to 75th percentile). 
 
 
A sensitivity analysis of the DCF and EBITDA valuation method is outlined below. 
The analysis has been carried to underline the large impact that small variations in 
WACCs and Multiples have over the results.  
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Exhibit 16. Sensitivity table for the DCF valuation. 
 
 
Exhibit 17. Sensitivity analysis for the EBITDA multiple valuation. 
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5.4 Wholefoods Valuation 
A similar approach to the one used to evaluate Walmart has been used for 
Wholefoods. Management expectations are that in the next five years the number of 
stores will increase by 50%, from 456 to 606. However, Wholefoods is currently facing 
a sales drop issue in almost every store in the country. Assuming a slow recovery of 
sales/store from -4,57% to -1,50% in the next five years, the company will increase its 
sales moderately in the future. Operating costs have been kept somewhat constant 
between 94% and 95% of sales, while taxes are modelled to be 38,5% of EBT.  
 
Exhibit 18. Wholefoods revenue growth model. 
 
 
D&A and Capex are modelled to follow the movements of gross PP&E and sales, 
while the terminal growth rate has been increased to 2%, reflecting the steadier sales 
growth of Wholefoods and the fact that the company is operating in a faster growing 
industry segment.  
 
                                                                                
44 
 
Exhibit 19. Wholefoods assumption for forecasts. 
 
 
5.4.1 WACC Calculation 
Unlike Walmart, Wholefoods seems to be much more volatile. Explanations can be 
found in the industry in which operates (growing segment compared to a mature 
market), the much smaller size compared to Walmart and the incoming competition. 
The historical beta of the company has therefore been used in the WACC calculation, 
delivering a slightly higher value than Walmart’s WACC.  
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Exhibit 20. WACC of Wholefoods. 
 
 
5.4.2 Wholefoods Enterprise Value 
In relation to the financial analysis and forecasts outlined above, the DCF valuation 
model gives us a value of $13,32bn, which translates into a value of $12,83bn after 
subtracting $491 Millions of net debt. According to the valuation, it seems that the 
public has reacted accordingly to the sales slump of the past two years. The 
undervaluation implied is in fact of only 8% on a per share basis.  
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Exhibit 21. Wholefoods DCF valuation. 
 
 
5.4.3 EBITDA multiple evaluation 
The EBITDA multiple has been calculated by using the same method of Walmart’s 
valuation but a different multiple has been used. Comparable transaction in the food and 
retailing industry hints that, due to size and industry, Wholefood most likely multiple is 
around 8,5x.  With this multiple, however, the undervaluation appears more evident. 
The percentage difference on a per value basis increases to 29%. It must be kept in 
mind, however, that an EBITDA multiple valuation can assume much different values 
depending on the acquisition process and the negotiation itself, and should therefore be 
used as a comparable proxy rather than as absolute value. 
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Exhibit 22. Wholefoods' EBITDA multiple valuation. 
 
 
5.4.4 Peer comparable and acquisition multiples 
To evaluate the company in the same way as Walmart has been, a peer comparable 
evaluation has been carried, too. The peer of Wholefoods are more specialized grocery 
retailers operating in the natural, BIO and organic sub-categories, or big 
wholesaler/retailer that have been able to exploit the demand for these products more 
recently and are now becoming major players in the same sub-categories, such as The 
Kroger and Costco. As expected, the higher multiples are reflecting the fastest growing 
rate of these companies and the natural food industry in general. Medians for 
EV/Revenue, EV/EBITDA and EV/EBIT are 0,82x, 11,87x and 19,38x, respectively. 
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Exhibit 23. Wholefoods comparable companies. 
 
 On the other hand, the same acquisitions in the food and retailing industry used for 
Walmart has been used to compute the multiples based on past acquisitions. When 
public comparable and valuation approaches are used, the value of the company ranges 
between $40,00 to $50,00 per share, whilst when Precedent Transactions are used the 
value lowers to the $20,00 - $30,00 range.  
 
Exhibit 24. Wholefoods range of implied share price (25th to 75th percentile). 
 
A similar sensitivity analysis used for Walmart has been applied to Wholefoods and 
is outlined below. 
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Exhibit 25. Wholefoods DCF sensitivity table. 
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Exhibit 26. Wholefoods terminal EBITDA valuation sensitivity table. 
 
5.5 Valuation of Combined Entity Excluding synergies 
Before forecasting and implementing synergies, a valuation of the combined entity 
without them must be carried. The scope is to understand how the financials evolve if 
the acquisition happens, but without any benefit deriving from the synergies. The model 
shows that the valuation of the combined entity, without considering any synergies, is 
equal to the sum of the two companies. This valuation will be used in the following 
chapters to comment the value increase derived by the synergies. 
Even though when an acquisition is performed the target’s debt is retired and 
refinanced, this will not have any impact on the financials of the combined entity since 
the two companies have almost the same interest rate and the debt increase is not 
expected to lower the credit score of Walmart. Hence, the equity value will remain the 
same. 
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Exhibit 27. Combined entity DCF valuation. 
 
5.6 Transaction’s Synergies 
As previously explain, the main rationale behind an acquisition is the benefit 
derived by the synergies. Walmart can benefit from synergies derived by operation, 
such as cost reduction or sales increase, or from better financial conditions, such as 
lower interest rates or lower tax rates. Further, the synergies have different vesting 
periods since not all the benefits is achievable at the acquisition’s time. A very 
conservative synergy model was applied to the transaction, almost excluding revenue 
synergies.  
 
5.6.1 Revenue Synergies 
Revenue synergies can potentially be exploited from both sides: Walmart would 
increase its product offering and cross-selling as well as gain access to higher-income 
locations, while Wholefoods would use the costs savings deriving from a much higher 
bargaining power to offer the same products, with similar margins, at a much lower 
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price. However, despite the fact that 84% of corporate executives cited market share and 
scale as key strategic driver for acquisitions (Habeck 2014), assumptions over revenue 
synergies are many and hardly quantifiable. Therefore, it has been preferred to apply a 
low sales improvement. Walmart is very likely to boost sales in its e-commerce channel, 
much more oriented towards sensible consumers such as Millennials: more than 50% of 
online sales are in fact covered by this demographic class (Blumenthal 2016). Currently, 
the company is increasing its sales in the online segment by 30% a year. With the 
addition of Wholefoods organic and natural products, more people will buy from the 
website (McKinsey 2013). Despite what could be a much larger increase, for the deal to 
generate value it has been forecasted that the e-commerce of Walmart must increase its 
CAGR from 30% to 31% in the next five years, resulting in a 10,8% exposure to the 
online sales channel in 2021, up from the 10,4% forecasted without the acquisition. 
Since these revenues are generated by Walmart, the operating margins of Walmart have 
been assumed to compute the value of the synergy.  
 
Exhibit 28. Impact of synergies over Walmart's sales. 
 
5.6.2 Cost Synergies 
Cost synergies are most often the result of economies of scale in production / 
operations, a better purchasing power toward suppliers, a decrease in D&A derived 
from a less intensive capital structure (also tied to economies of scale) and the reduction 
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of personnel cost due to a diminished workforce. Since Walmart and Wholefoods 
operate mainly in the grocery retailing segment, the new company would benefit from 
the excellent bargaining skills of Walmart, a more efficient utilization of the fixed assets 
and reduction of overlapping job roles. D&A savings couldn’t be assessed as both 
companies are currently in a phase in which they’re shifting from their traditional 
business strategies and for which any assumption could lead to the wrong direction. 
Edward Kelly, analyst at Credit Suisse, analyzed a potential deal between The Kroger 
and Wholefoods stating that “a deal would marry each company’s strength to each 
other’s weaknesses, unlocking massive cost synergies that could reach 3% of 
Wholefoods’ sales”. The Kroger is currently the closest competitor of Walmart, but it’s 
still less than half its size. However, to avoid overestimation the costs savings has been 
kept at the same level. It is also assumed that these savings are spread between SG&A 
and COGS, vesting immediately and in three years respectively. Despite what have 
been defined as “massive cost synergies”, the effect on the combined entity are 
minimal: savings will range from 0,02% to 0,11% of total costs.  
 
Exhibit 29. Impact of cost synergies in combined entity's costs. 
 
5.6.3 Financial Synergies 
Having the two companies very similar interest rates and WACCs, it has been 
preferred to not influence the valuation by modifying them. However, Wholefoods has a 
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higher taxation compared to Walmart. A possible explanation is the different location of 
their headquarters. Despite being both in the US, Wholefoods’ is incorporated in 
Austin, Texas while Walmart is incorporated in Bentonville, Arkansas, the latter having 
subsidies and tax reliefs to sustain and attract businesses in depressed areas of the Mid-
West. Another explanation is the exploitation of US taxes loopholes by the 
corporation5.These synergies will have immediate effect; hence, the impact is fully 
reflected from the first year. The new-borne entity is expected to save $280m in five 
years thanks to the new incorporation. 
 
Exhibit 30. Weight of synergies by type. 
 
5.6.4 Integration costs 
Aside of the purchase price, an acquisition has other costs to be accounted for. The 
most immediate are the costs relative to the transaction itself, such as legal expenses, 
due diligence, commissions to banks, brokers or sales agents. However, these costs 
occur upfront and are incorporated in the acquisition price.  
A more substantial cost is instead provided by the synergies themselves. 
Specifically, achieving the potential of the synergies is never an easy task and must be 
sided by operational, managerial and financial changes among other. Further, 
                                                 
5 (“How Walmart Is Dodging Billions in Taxes” 2013) 
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employees must be thought and trained on how to implement changes. Establishing the 
impact of these costs is hard, but a 2014 report from EY indicates that a further 14% of 
the deal value is used as integration cost on average (Habeck 2014). This value will be 
accounted for, resulting in an expense of $408m each year for the next five years.  
5.6.5 Summary  
The following exhibits shows the impact of the synergies in the combined entity.  
Exhibit 31. Combined income statement including synergies. 
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Exhibit 32 gives a visual representation of the impact of the synergies on the 
combined entity’s valuation:  
Exhibit 32. Combined entity valuation including synergies. 
 
6. Acquisition considerations 
Paramount to the success of the deal is the understanding of the shareholder 
structure of the seller, since these shareholders ultimately must be willing to sell and 
must agree on price and premium price, if any. In this specific deal, it is also important 
to understand how the major shareholders have modified their position in the recent 
past. Since Wholefoods have seen its share price decreasing in the past two years, it 
might be unlikely that a big institutional investor would be willing to sell its stake and 
register a loss. More likely is that it would hold the position and reinforce it to offset 
past losses.  Hence, to understand if the acquisition can be made it is necessary to 
understand these movements.  
All the equity of the company appears to be “free floating” (i.e. available to be 
bought and sold by the public). This float is currently distributed among institutional 
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investors with Vanguard (9,35%), Jana Partners (7,15%), State Street (4,35%), 
BlackRock (3,94%) and Sands Capital (3,66%) being the Top 5 investors. Only about 
0,05% of the company’s equity is held by insiders. Of the top 5 institutional owners 
mentioned above, all except Sands Capital have increased their position in the past 5 
months. Particularly, activist investor Jana Partners bought its full stake in late March 
2017. Thus, the premium that Walmart is willing to pay seems to be sufficient to 
convince the major shareholders to sell as the latter are opening long positions as a sign 
of belief in the company’s future rise in share price or imminent acquisition. On the 
other hand, the fact that the company has not yet entered in an official selling process 
combined with Jana Partners late entry triggers questions regarding a selling mechanism 
already in process, with the potential buyers identified as Amazon, the Kroger and 
Walmart itself.  
6.2 Acquisition Value and Price 
The above valuation exercise was carried to assess a specific value to both 
companies and to understand which is the best price to pay and in which way. A 
valuation of both companies helped to understand their value and their potential in the 
medium period. Moreover, the combined valuation and the combined plus synergies 
valuation were useful to understand how a merged entity would perform. In the 
calculation of the price, a premium of 24% was applied to the market value of 
Wholefoods as of 7th May 2017. This premium is based on the recent largest acquisition 
ever performed by Danone: the French multinational acquired White Wave Foods for 
$12,5 billions in July 2016, including a premium of 24% (CNBC 2016). The close 
valuation compared to our proposed deal and the very similar operational areas of White 
Wave Foods and Wholefoods were at the roots of the choice. The acquisition value of 
Wholefoods considering the chosen premium represents a price of $14,56bn or $45,72 
on a per share basis, a value last seen on the 2nd of May 2015.  
For a deal to create value, it is required that the equity value assumed plus the NPV 
of the synergies exceeds the total acquisition price. The expected NPV of the synergies 
is given by the difference in enterprise value between the combined entity without 
synergies and the combined entity with synergies. The difference has been identified at 
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$2,05bn. The equity value identified by the DCF model is $12,87bn, for a total value of 
$14,88bn. On the other hand, the market price at the given date is $11,75bn. The 
premium of 24% corresponds to $2,82bn for a total acquisition price of $14,56bn. The 
result is a gain of $312m. Therefore, the deal will ultimately generate value for 
Walmart’s shareholder. As discussed, the premium offered seems to be appealing to the 
numerous return-driven institutional shareholders of Wholefoods, allowing them to 
offset the losses incurred in the past two years. An acquisition should thus be well-
perceived by the target’s shareholders.  
6.3 Method of payment 
The form in which the transaction takes place - stocks, debt or cash, or any 
combination of those – can have a strong impact in the final valuation and ultimately 
determine if the acquisition is accretive or dilutive for the acquiring company. In this 
scenario, the acquisition is proposed with an all-cash transaction, eventually supplied by 
Walmart’s cash reserves for 41,2% of the value, and by issuing new debt for the 
remaining 58,8%. Despite the company to have more cash than the chosen value, a large 
cushion has been retained to ensure operational continuity and coverage of any extra-
capex requirement. Further, the current market environment favors the use of debt. With 
inflation and bond returns close to the all-time low, financing the deal in the current 
market environment with debt is very convenient as it doesn’t burn cash reserve nor 
increases interests rate and distress the company much.  
A stock payment has been left aside because the cost of issuing new equity to 
finance the deal is much higher than the cost of cash or the cost of debt. Being the 
shareholders the major risk takers, the return on equity is implicitly higher. Further, the 
share price of Walmart is just above its 52-week moving average, and the precedent 
valuation methods highlighted a fundamental undervaluation of the company. With a 
relatively low share price, it would be unwise to finance the transaction with equity 
since doing so would increase the dilution for current shareholders.  
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Exhibit 33. Source of Funds. 
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6.4 Accretion / Dilution 
To conclude the valuation exercise, the accretion/dilution model has been performed 
to quantify the impact over Walmart’s shareholders. Such model – and therefore the 
acquisition - is considered accretive when the deal increase the EPS of the acquiring 
company in the future. It’s instead considered dilutive when the EPS lowers, and thus 
the shareholder are entitled to less profits on a per share value basis. The model 
indicates that the deal will be accretive disregarding the implementation of the 
synergies, albeit the EPS percentage increase will slower with time without their 
materialization. On the other hand, the shareholders will have a lower growth in the first 
year which will be more than compensated in the next four, reaching a 6,6% increase by 
the end of 2021. 
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Exhibit 34. combined entity's accretion / dilution model. 
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7. Risk Assessment 
As anticipated, there several risks involved in the acquisition.  
First and foremost, the two companies are operating in the same industry yet are 
fundamentally different. Walmart’s is a global retailer which grew mainly through 
organic growth in the past 35 years, adopting a very price focused business model to 
target the low-income population. Wholefoods is – or was - a dynamic and innovative 
retailer operating in the hottest industry segment. Its targets are mainly Millennials and 
mid-to-high income consumers who can afford to sustain a sensible lifestyle. It has also 
been a pioneer in the fresh food category which has largely contributed to the growth of 
the past decade, while Walmart’s has seldom offered food in forms different than cans, 
plastic or other long-lasting processed food solutions.  As such, differences on all levels 
are many. However, even Walmart has shifted its strategy where a radical change was 
needed, acquiring Sam’s Club to expand in the wholesaler segment and more recently 
Jet.com to optimize its online sales channel. As the company has already failed to 
penetrate the natural food segment with its own brand, an acquisition seems to be the 
most appealing alternative. Thus, the wide differences between the management and 
operational policies, implementation strategies and growth paths must be carefully 
considered before proceeding. The same differences are also likely to keep both top-tier 
managements in the BoD of the combined entity since none of the two can substitute the 
other but rather complement it, increasing the importance of communication and mutual 
understanding. 
Second, the go-to-market strategy of the new acquired products must be carefully 
planned to give the intended benefits. A failure in this phase would likely implies the 
loss of the revenue synergies and partially the cost synergies, which are fundamental for 
the success of the deal. The most feasible solution translates into operating the two 
Wholefoods brands in separate ways. The premium Wholefoods brand should reinforce 
its physical presence in prime location and expand internationally into high-income 
urban areas, focusing on quality, fresh-food and convenience, while the cheaper 365 by 
Wholefoods brand should have a stronger online presence and be used to boost cross-
selling of lower-value Walmart products. 
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Third, the success of the operation is also tied to the perceived value the consumers 
associate to the new entity and partially to the brand. In the above analysis, it is 
assumed the new value to increase with the addition of the Wholefoods brand and the 
net effect to have a strong positive impact on sales and margin through expanded 
product offering, customers acquisition and customer’s retention, ultimately offsetting 
the negative reputation of Walmart. However, if the integration process is not carried at 
its best, consumers might associate the Wholefoods brand to Walmart instead, 
decreasing the perceived value of the natural retailer and preferring alternatives such as 
Trader’s Joe, Costco and The Kroger.  
Lastly, the acquisition would give Walmart an even bigger share of the total US 
grocery market, potentially turning the attention of regulators to the deal. The company 
must be ready to show evidence of increasing benefits for the consumer – for example 
through price decrease due to increase in competition in the natural segment or higher 
convenience through increased geographical reach and boost of online commerce. On 
the other hand, regulators will look at the increased market share and the ability of the 
company to impact prices and product offering to assess the feasibility of the deal. 
Despite the big size of both players, the acquisition is not likely to be halted. Walmart’s 
market share in the US is 25%, while Wholefoods only stands at 2%. The combined 
market share would therefore be 27%. This increase in market share does not seems 
sufficient to impact the industry landscape significantly, also considering that many new 
players such as Trader’s Joe, Aldi and Lidl have entered the market recently and are 
increasing the competition for the traditional US retailers.  
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8. Conclusion 
The purpose of this paper is to analyze a potential acquisition of Wholefoods by 
Walmart. The study initially looked at the literature on the matter to give a theoretical 
overview of the reasons, the consequences and the implementation of the processes.  
M&A deals are carried for many reasons; however, two main rationales are behind: 
financial and strategical. Financials are those which improve the profitability of the 
company through revenue increase, cost saving, operational improvements or better 
financing options. The strategic rationale instead relies on the assumption that an 
acquisition would improve the company’s market positioning by e.g. offering new 
products and serving the consumers better or by giving access to new resources and 
assets.  
M&A deals have produced dubious benefits to many companies, and therefore the 
literature is extremely controversial. Authors on the cons. side argue that the acquiring 
companies tend to over valuate the synergies obtainable by merging the companies, 
often to ensure that the acquisition is performed, resulting in a negative impact for the 
combined entity. Failure to follow a structured, quick and non-frictional path in the 
integration process also plays a major role to ensure the final success of the transaction. 
Authors on the pros side argue that in most cases the negative financials were offset by 
the acquisition of specific, hardly replicable assets, better contracts and access to new 
customers and information or specific markets. Macro-economic condition and the 
magnitude of a few deals also influenced results widely. 
Regarding the strategic fit of the transaction, Walmart need to ensure the attraction 
of Millennials while Wholefoods must deploy a more aggressive growth strategy to 
slow the rapid pace at which competitors are gaining market share. The deal seems to 
have strategic evidence under the lights of geographic and demographic reach, customer 
attraction and retention, increased product offering and cross-selling, reputational 
improvement and possibly international expansion.  
Further, the valuations and their dependence over different assumptions provide a 
detailed image of what drives the price of the two players. Based on the DCF models, 
Walmart has a valuation of $282bn, while Wholefoods of $12,8bn despite a market 
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value of $11,75bn. A premium of 24% has been applied to the market value to make the 
acquisition palatable to institutional investors which owns the biggest chunk of 
Wholefoods free-floating capital. The combined entity would benefit from synergies 
derived from revenue increase, cost saving and tax reliefs and ultimately pay back the 
investment. For the deal to be successful, it must generate only 1% sales more in the e-
commerce sales channel of Walmart. Evidence shows that the impact over Walmart’s 
revenues could be much bigger. The deal would result in an accretion of the EPS of up 
to 6,6% when compared to Walmart as a standalone company.  
To conclude, the companies should carefully integrate the businesses if they want to 
mitigate the other numerous risks involved. Specifically, these includes, in order of 
importance, the go-to-market strategy of the newly acquired products, the cultural fit of 
employees and management, the perception that consumers will have regarding the 
merged entity and the low probability that the deal would be halted by regulators 
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